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those shared interests.

In 2003, transatlantic relations reached a nadir in their post-1945
history, in the wake of the personal recriminations and deep mutual
mistrust that accompanied the transatlantic debate over the merits and
legality of attacking Saddam Hussein’s regime in Iraq. Eighteen months
later, at the start of President Bush’s second administration, governments
on both sides of the Atlantic are making genuine efforts to reach out

to each other and put the profound disagreements of recent years

to rest. Simply put, the U.S. government has learned that persistent
friction with its European allies on its central foreign and security policy
priorities carries real costs. European governments have learned that
trying to develop policies in opposition to the United States leads to
division and ineffectiveness.

The question, then, is where to take the U.S.-European relationship?
This year sees the tenth anniversary of the New Transatlantic Agenda,
and there are those who argue that there is a pressing need for the
United States and the states of Europe to draft some form of new
Atlantic Charter that would make clear the nature of the transatlantic
bargain for the new challenges of the twenty-first century. The
emerging consensus of those involved in this CSIS Initiative for a
Renewed Transatlantic Partnership is slightly different. At their first
meeting on January 17-18, 2005, most members of the Initiative’s
Steering Committee concurred with Simon Serfaty’s argument in the
final section of this report that some form of new Atlantic Compact
will be important ultimately to define a common sense of strategic
mission and organizational purpose for the United States and Europe.
In the near term, however, as the cochairs of the Steering Committee
indicate in their Opening Statement to this report, the priority for
governments on both sides of the Atlantic needs to be on “asserting a
new record of successful joint action on the international stage.”

In this first report of the Initiative, therefore, we have followed two
objectives. The first is to challenge governments, legislators, and others
involved in the policy making process to a test of will on a few specific
areas where the United States, the European Union, and its members
states could pursue shared interests, and where each can contribute
actively to the solution of the shared objective over the coming months
and years. This list is not designed to mirror every pressing current
topic on the transatlantic agenda. At the start of 2005, the U.S. and
European governments are engaged actively in trying to seize difficult
opportunities, such as the chance for a lasting peace between Israelis and
Palestinians, and avoid new crises, such as might be caused by European
governments lifting their arms embargo on China this year. Nor does
the report try to encompass every major global challenge where there
are shared U.S. and European interests and where joint action could be
fruitful in the future. The topics we have chosen do reflect, however,
tests of efficacy—areas where there are both shared interests and a clear
potential for joint action, including an effective transatlantic division of
labor, in the near term.

CSIS launched the Initiative for a Renewed Transatlantic Partnership in September 2003. Its
objective was to focus attention on the many interests that the United States and Europe share

in common on the world stage and to propose ways for governments to take advantage of

Our second objective is to avoid focusing on either a U.S. or a European
agenda for action and to try to develop instead a Euro-Atlantic agenda
for what both sides should do together to rediscover, through successful
joint actions, the sense of shared purpose and interests that define any
genuinely strategic partnership.

I am especially grateful to the cochairs of our Steering Committee,
who bring a wealth of expertise and experience not only to the topics
we have tackled, but also with building transatlantic solutions. Their
guidance and motivation have given life to this Initiative. I also want to
thank each of the members of the Initiative’s Steering Committee, some
of whom are actively involved in cochairing specific projects under its
aegis, and all of whom have lent their reputation and support to the
Initiative’s work. Their comments through the report do not reflect
endorsement of the specific recommendations in each section. They do
reflect their sense of the importance of these topics and of the need for
effective transatlantic cooperation to meet our shared objectives.

The contents of the seven sections in this report are the sole
responsibility of their contributing authors. I want to thank them
personally for their time, energy, and intellectual commitment to
thinking through possible transatlantic approaches to their areas of
policy expertise. The involvement of so many of my CSIS colleagues
in this report reflects the fact that, in Washington, the transatlantic
relationship has moved from being an area of study solely for specialists
on Europe, the European Union, and the history and structures of

the Atlantic Alliance. It has now also become a central component for
those interested in finding credible and effective responses to the many
diverse policy challenges that this and future U.S. administrations will
face on the world stage.

I need to thank also my colleagues in the CSIS Europe Program—
Michelle Sparkman, Derek Mix, and Raffaello Pantucci—for their
constant dedication, hard work, and determination to manage the
Initiative and bring this report to fruition. And I want to give special
thanks to Simon Serfaty for his wise counsel on the Initiative as a whole
and this report in particular.

We are also grateful to those whose financial support has made the
work of the Initiative possible. In particular, I would like to recognize
the European Aeronautic Defence and Space (EADS) Company which
provided the very generous launch grant that enabled us to start our
work. We value greatly their continuing support.

Robin Niblett
Director, Initiative for a Renewed Transatlantic Partnership
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INTRODUCTORY STATEMENT

by the Initiative’s cochairs

We agreed to serve as cochairs of the Steering Committee of the CSIS Initiative for a Renewed Transatlantic Partnership
because we share two important convictions. First, every major global challenge in the world today is one faced

both by the United States and the European Union and its Member States, even though we may in some cases view
them differently. Second, each of these challenges can be confronted more effectively and more expeditiously with a
dimension of transatlantic cooperation at the core of the response.

These convictions are clearly underscored by our shared vulnerability to the spreading manifestations of international
terrorism. More than at any stage in the past, U.S. and European economies and societies depend for their growth,
dynamism, and well-being upon the uninterrupted functioning of “just-in-time” economic production, energy supplies,
and all forms of supporting critical infrastructure, as well as the smooth flow of goods, capital, services, and people across
the Atlantic and with the wider world. The level of transatlantic integration of trade and investment provides a constant
reminder of the benefits that deeply integrated societies can offer to their citizens. Yet, the dependence of the U.S. and
European economies upon integrated national and international networks also offers potent targets for asymmetric
attacks from determined enemies who see in the developed world—preeminently represented by the United States,

the states of Europe, and the transatlantic alliance—the obstacles and alternatives to their own deeply held vision of a
separate and radically different future.

The future security of the United States and Europe will depend to a significant extent on our ability to confront
collectively the threat of international terrorism and the driving forces that have facilitated its growing appeal over the
past decade. Our vulnerability to that threat demands joint action in a number of areas, from counterterrorism to foreign
assistance, even as we recognize that one of the principal drivers of the threat is the ongoing civil war within Islam itself.

At a tactical level, this will include more effective sharing of information across the Atlantic, as much as within

the United States and within Europe, about the transnational terrorist threats we face, and developing a shared
understanding of the nature of the new terrorist groups, their motivations, and their recruitment strategies. It also
requires a renewed focus on preventing the proliferation of weapons of mass destruction (WMD) and materials and
technologies that could be used as WMDs. At a strategic level, we need more concerted transatlantic efforts to promote
actively a resolution to the Israeli-Palestinian conflict; to integrate the countries of the greater Middle East into the
wider international community; and to coordinate foreign assistance and other overseas programs so as to help build
functioning and prospering societies from Africa through Central Asia and South East Asia that reduce the appeal of
revolutionary alternatives to current corrupt and inefficient governance.

In and beyond all these instances, the relevance of the transatlantic partnership is not confined to the defensive agenda
of protecting U.S. and European prosperity and security from these new threats and risks. The partnership is equally
relevant to ensure that the other major powers on the world stage—countries that only now appear to be finding their
stride in terms of economic and social development—can become partners in safe-guarding international security and
prosperity rather than acting as free-riders or destabilizing forces. U.S. and European relations with China, Russia, and
India—each of them different in history, political form, and economic development—can be effective in promoting a
peaceful and stable evolution of the world community only if they are coordinated, while not being seen as an attempt
to check these countries’ growth and influence. Whether in the areas of economic governance, or the protection of
intellectual property and the control of arms exports, a lack of effective transatlantic coordination toward the world’s
rising or troubled powers could undermine the strength of Western norms and policies that have served us well during
the past half century and that could bring equal long-term benefits to the international system as a whole.
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Every major challenge in the world today is one faced both by the United States and

the European Union and its Member States.

WHY DO WE NEED A “RENEWED” TRANSATLANTIC PARTNERSHIP?

Both these sets of challenges—confronting the new security risks and taking advantage of the geopolitical
opportunities of the new century—demand a renewed transatlantic partnership. By “renewing” we do not simply mean
reenergizing the existing transatlantic relationship after the upheavals that it has experienced since the end of the Cold
War. The transatlantic partnership must be thought of “anew”; and be reconfigured to focus on the broad and global
range of new external challenges that the United States and the countries of Europe face in common.

During the Cold War, governments on both sides of the Atlantic concentrated much of their effort on strengthening
their bilateral ties—economic, institutional, and security—in order to remain steadfast and strong in the face of a clear
and present danger from the Soviet Union. The United States and the states of Europe did more than enter into an
Atlantic Alliance, they also organized the North Atlantic Treaty Organization (NATO) that gave the Alliance the tools
needed to fulfill the strategic goals that its members had endorsed.

Today, even as significant efforts continue to be made to give NATO the global reach it needs, an enlarged Alliance
seems to lack the shared strategic vision that would enable its members to address collectively the many multi-faceted
external challenges that they face in common. These challenges are as diverse as Iran’s search for a nuclear weapons
capability, a more assertive Russian policy toward countries in its “near abroad,” promoting political and economic
reform in North Africa, preventing a new SARS-like outbreak in East Asia from penetrating into Europe and the
United States, or promoting at an international level the relatively transparent and predictable forms of governance
that support Europe and America’s economic competitiveness.

To be successful in this external agenda, the United States and Europe need not construct a grand new bargain to
replace the bargains that sustained the alliance during the Cold War. A European emphasis on “soft power” versus the
U.S. capacity to implement “hard power,” for example, may be partially correct as an analytical observation of the
dominant capabilities that each side brings to today’s crises, but leaving one role exclusively to each side cannot serve as
a prescription for an effective transatlantic partnership during the coming years. Instead, the United States and Europe
need to concentrate their efforts on developing new habits of consultation and asserting a new record of successful
joint action on the international stage.

FIVE REQUIREMENTS FOR A RENEWED TRANSATLANTIC PARTNERSHIP

With this in mind, we see five broad requirements for a successfully renewed transatlantic partnership across a range of
policy challenges in the near future.

The first requirement is for each side to be willing to talk openly to the other, not only among officials, but also at

the highest political levels, about their perceptions of the external challenges at hand. If the United States and Europe
cannot take the time to arrive at converging perceptions of the threats that they face in common, then coordinated, let
alone joint responses will be all the harder to manufacture. Admittedly, the United States and Europe often approached
developments during the Cold War from different perspectives. But what is different today is that Americans and
Europeans lack the disciplining motivation of the threat that helped sustain the Atlantic Alliance through its periodic
disagreements during the Cold War. Without this discipline, temporary differences can grow more easily into
permanent rifts. In order to compensate for this loss of an external discipline toward compromise and unity, U.S. and
European leaders need to acquire the instinct of consultation.
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‘ﬁ\ a dimension of transatlantic cooperation at the core of the response.

Consultation, however, cannot mean inaction. A second requirement for a renewed transatlantic partnership is for
the United States and Europe to think anew about the common principles and strategies that will be best suited to
this new environment. Although traditional concepts of nuclear and conventional deterrence are no longer relevant
to the Atlantic Alliance, little time has been given in recent years to arriving at shared views on the viability and
applicability of alternatives to these Cold War strategies, whether in the fields of international law, punitive economic
and diplomatic sanctions, or preemptive and preventive military actions.

A third requirement is for both the United States and Europe to strengthen their capabilities to act in unison where
they are currently weakest. European leaders are already well aware of the need to invest their substantial collective
defense spending more wisely and efficiently in order to have the capacity to confront the security challenges of

the twenty-first century, not the twentieth. The EU’s new Constitutional Treaty also contains provisions for a more
unified EU foreign and security policy decisionmaking structure that would provide an additional context for U.S.
partnership with its European allies. For its part, the United States should follow through on the necessary U.S. force
planning and technology control reforms that will better enable U.S. and European forces to fight side by side in the
future. Greater U.S. investment in its diplomatic corps and public diplomacy will also strengthen transatlantic as well
as U.S. national effectiveness abroad.

A fourth requirement for a successful and renewed transatlantic partnership is for both sides to adapt to the loss

of the substantially dominant role that the United States played within the Atlantic Alliance during the Cold War
and immediately thereafter. There are numerous factors that have contributed to this structural change in the
transatlantic relationship, but the result is that coordination between the two sides of the Atlantic has become harder
even as challenges have become more complex. Both sides will need to demonstrate new levels of flexibility—with
the EU ensuring that its understandably complex processes for foreign and defense policy do not encumber rapid
transatlantic responses, and the United States not undermining the intra-European consultation and coordination
that the “unfinished” state of its Union still demands.

Fifth, and perhaps most importantly, a renewed transatlantic partnership requires U.S. and European leaders to seize
the opportunity of the next few years to build a record of successful joint action in a targeted set of areas. We should not
underestimate the deep damage done to transatlantic relations during the bruising debate over going to war in Iraq in
2002-2003, when the United States and some of its core security allies ended up in active opposition to each other over
an issue that each perceived as central to its security. But we should not allow this episode alone, however significant it
might be, to undermine our partnership to an extent that would stand in the way of future cooperation. Instead, this

is the time for the two sides to rebuild trust and respect around the shared experience of developing specific common
solutions to specific common challenges. Common solutions need not mean joint action in every case, but should mean
converging policies, building a joint sense of purpose, and lending appropriate levels of support. It is encouraging to
note that coordinated rather than joint transatlantic action has born fruit recently in the case of Ukraine and is being
tested in the cases of North Korea and Iran.

SIX AREAS FOR JOINT TRANSATLANTIC ACTION

The rest of this report contains proposals for joint transatlantic action in six areas where CSIS experts, working with
their colleagues in U.S. and European institutions, believe there exists both a pressing need and also the potential for
success in the short to medium term. These are:
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A renewed transatlantic partnership requires U.S. and European leaders

to seize the opportunity to build a record of successful joint action.

* Preventing Iran’s acquisition of a nuclear weapons capability;

* Securing Ukraine’s democratic future;

* Common transatlantic approaches to fight international terrorism;

* Controlling WMD proliferation: strengthening the Global Partnership;

* The United States and the EU in the global economy: long-term challenges and near-term steps;

* Achieving an effective global military capability for the Alliance: the need for European defense integration.

In each case, the report examines the status of the five requirements we have laid out above: Do we have common, or,
at least, compatible perspectives? Can we agree on the appropriate strategies? Does each side bring capabilities to the
table for joint action? Who will take the lead and what will be the division of responsibilities? What are the prospects
for joint action?

Our intent is not to suggest that this agenda is comprehensive. Indeed, because of our conviction that all of the
challenges we face can be confronted more effectively and more expeditiously under conditions of transatlantic
cooperation than under conditions of discord, the list of such proposals can be extended at will. Over the coming
year, the CSIS Initiative and its Steering Committee will look to propose practical transatlantic policies in a range of
other important areas. Yet, these proposals are singled out because of their urgency and because successful joint action
in a few of these important cases would be an important down payment for the future.

In addition to these six areas, however, there is one challenge of truly strategic proportions we wish to highlight as
requiring urgent transatlantic attention, but where credible proposals for successful joint action first require further
reflection and coordination. Today, the United States and the states of Europe face a historic challenge in the Arab and
Muslim world. In terms of scope, complexity, and stakes involved, this challenge is without parallel; failure to address
it would compromise every other goal, whether for the security and prosperity of the Euro-Atlantic space we share or
for the stabilization and integration of the geopolitical and geoeconomic conditions we envision. The combination of
poverty and social repression, religious divisions and political instability, technological backwardness, and daunting
demographics makes for an explosive mix to which no one state can afford to be indifferent. It is there that the
partnership will meet its most demanding test—but it is also there that the partnership can least afford to fail that
test. When it comes to that region, the Euro-Atlantic predicament is that there is no alternative to working together
as each other’s ally of choice lest, working separately, each becomes the inescapable victim of the other’s failings.

Faced with the new opportunities opened by the Palestinian elections of January 9, 2005, and with a sovereign,
elected government now fighting to bring durable political and economic stability to Iraq, it would be historically
tragic to allow past tensions and parochial interests to overshadow our common stakes in that crucial part of the
globe. The time to act together can no longer be postponed, and we intend to make specific suggestions to this effect
in coming months as well. Whatever the opportunities of the moment, however, this is a test of vision that will take
sustained effort and continued commitment for any agreed strategy to come to realization.

fros k™ Hll fapn Boeronkin (-
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PREVENTING IRAN’S ACQUISITION OF A

NUCLEAR WEAPONS CAPABILITY

The ability of the United Status and Europe to
develop a cogent and effective joint strategy
toward Iran’s search for nuclear weapons or

a nuclear weapons capability is a significant
near-term test of the power of the transatlantic
relationship to affect change in international
relations. More importantly, it is also an urgent
requirement for international security. Only a
closely coordinated transatlantic strategy is likely

to divert Iran from its current intentions.
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COMMON PERSPECTIVES

Both the U.S. administration and European leaders believe Iran’s
acquisition of nuclear weapons and a nuclear weapons capability to be
unacceptable. The reasons are clear, even if there are some differences
of emphasis between the United States and Europe. In the first place,
both sides believe that Iran’s acquisition of a nuclear weapons capability
would have a profoundly destabilizing effect on the Middle East as

a whole and on the Gulf region in particular. Saudi and Egyptian
reactions are difficult to predict, but the potential for a nuclear arms
race cannot be discounted. From the U.S. perspective, certainly, and for
many European governments also, an Iranian nuclear capability would
also constitute an existential threat to the state of Israel.

Second, as a party to the Nuclear Non-Proliferation Treaty (NPT), Iran’s
acquisition of nuclear weapons in violation of the treaty would send a
very dangerous signal, weakening the international non-proliferation
regime as a whole, even beyond the Middle East. Third, the United
States and Europe cannot accept the long-term risks of nuclear
blackmail or a nuclear exchange taking place in a region with 63 percent
of the world’s proven oil reserves and 41 percent of the world’s proven
natural gas reserves'—reserves on which they are especially reliant for
their oil imports. Finally, neither U.S. nor European leaders trust the
Iranian leadership to be able to exercise effective control over a nuclear
capability, should it acquire one. The Iranian political system remains
authoritarian and opaque, with the conservative clerical Guardian
Council and the Revolutionary Guard wielding ultimate power and
both appearing entrenched for the foreseeable future.

Successful transatlantic cooperation also depends on the United States
and Europe sharing a common understanding of Iran’s nuclear intentions.
Here, again, there appears to be significant agreement between the United
States and France, Germany, and the United Kingdom, collectively
known as the EU-3 since they have taken the lead on managing this issue
for the EU. They all believe that the Iranians are, at a minimum, seeking
a uranium enrichment capability that will have the potential to fuel a
nuclear weapons program, as well as the civilian nuclear reactors that

they are permitted to construct and feed as NPT signatories. The United
States, the UK, and France are also convinced that the Iranian leadership
has already taken the decision actively to achieve a nuclear weapons
capability in parallel to its civilian program, most probably in military
installations that are off-limits to inspectors of the International Atomic
Energy Agency (IAEA). Germany and some other European countries,
believe that it is at least plausible that the Iranians are pursuing the means



“This is a critical moment in the international community’s ability to prevent the emergence of a

nuclear armed Iran; a coherent transatlantic strategy is indispensable to this effort. If we do not

act effectively soon, our ability to influence the outcome will wane over time.” — Brent Scowcroft

to manufacture fissile material in order to have the indigenous capability
to proceed with nuclear weaponization at a later date.

This difference need not undermine transatlantic determination to
confront Iran. The EU-3 and the United States have the evidence that
Iran has been pursuing a clandestine uranium enrichment program.
They have concluded that this could only be for nuclear weapons
purposes, whether this is a near-term or long-term ambition. Given that
they consider a nuclear-armed Iran to be an unacceptable outcome, they
must prevent Iran now from acquiring and retaining the indigenous
capacity to produce highly enriched uranium or other fissile materials.
Otherwise, Iran could continue to produce fissile material for its civilian
program under IAEA supervision and, then, at the moment of its
choosing, withdraw from the NPT, expel the IAEA inspectors, and start
making nuclear weapons.

STRATEGIES TO CONFRONT IRAN

Developing a strategy that reads the Iranian regime’s intentions is
difficult. For the current clerical regime, the desire for a nuclear weapons
capability goes back to its need to find ways to deter Iraq, which launched
a disastrous war against Iran in the early 1980s, and Saddam Hussein’s
own nuclear program. Since Saddam Husseins fall, the presence of the
U.S. military on the Iranian border, combined with Iran’s designation

by President Bush as a member of the “axis of evil” go some way to
explaining the persistence of its nuclear ambitions. Nor can the example
of India and Pakistan, their ability to become part of the nuclear club,
and the heightened international standing that they have subsequently
acquired be discounted in Iranian thinking. A rising sense of nationalism
around the country’s right to pursue the development of its own nuclear
capability further complicates the Iranian government’s willingness to
compromise with the international community. Finally, the Iranians may
calculate that neither the United States nor the EU-3 have the means nor
the will to prevent them from achieving their long-term goal.

Using a military attack to try to destroy Iran’s nuclear capability is
considered a last resort by both sides, for a number of reasons. In the first
place, Iran has dispersed its nuclear enrichment facilities and made them
very hard to target in their entirety. There is little likelihood, therefore, of
a successful decapitating strike of Iran’s nuclear program such as the one
that the Israelis carried out on Irag’s Osirak reactor in 1981.

Furthermore, Iran has many options to retaliate in ways that would
impose a heavy price on the region, on the United States, and on

Europe. One option would be to use Iran’s considerable influence
over the dominant Shia population in Southern Iraq to undermine
U.S. and coalition efforts to stabilize Iraq. Another would be to
destabilize the region more broadly and the Arab/Israeli peace
process, in particular. Iran could also try to curtail oil exports from
the Gulf region, either directly through retaliatory military strikes or
indirectly through proxy groups. With energy demand and prices still
at their highest levels since the crises of the 1970s and a fragile global
macroeconomic environment, the costs to the United States and to
Europe could be considerable.

Both the United States and Europe have focused their efforts to date,
therefore, on the diplomatic route. However, since clear indications
first emerged of Iran’s clandestine nuclear enrichment program in
August 2002 and subsequent discoveries by the IAEA, despite Iranian
denials, that the program had been in existence for some 18 years,
differences in the best diplomatic approach have become apparent
between the United States and the EU-3. Reflecting the historical
animosity between Iran’s clerical regime and the United States, Iran’s
support of anti-Israeli terrorist groups, and a conviction that Iran is
determined to acquire nuclear weapons at the earliest opportunity, the
Bush administration has pushed for Iran to be taken before the UN
Security Council and for punitive sanctions to be considered if Iran
does not renounce its program to produce fissile material. For their
part, the EU-3 have advocated a more cautious approach. On the one
hand, they are concerned that, if backed into a corner, the Iranian
regime will miscalculate and go ahead with its enrichment program,
claiming that it is for legal, civilian purposes. Once sanctions are
imposed, the EU-3 fear that achieving progress will be harder and
that it will entrench and radicalize further the conservative leadership.
The Iranian regime might also withdraw from the NPT and evict the
IAEA inspectors. Without a military option, the EU and the United
States would end up negotiating in a more difficult environment,
while the Iranians continue their enrichment program.

The EU has sought, therefore, to keep the Iranian nuclear question

out of the UN Security Council at this stage. Instead, they reached
agreement with Iran in November 2004 that Iran would suspend its
uranium enrichment program temporarily, under IAEA inspection,
while the EU negotiated a package of incentives for Iran to renounce

its uranium enrichment program permanently. During this period, the
EU would hold off having Iran referred to the UN Security Council and
keep Iran off the IAEA Board of Governors agenda.
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“An Iran with nuclear weapons would add substantially to the instability of the Middle

East. This is particularly true under its present unpredictable regime. The United States

and Europe need to work closely together to co-ordinate a combination of soft and hard

policies which offers the best hope of diverting the government and people of Iran from

that dangerous objective.” — Lord Hurd

The negotiating package is broken into three baskets. The first concerns
the provision of a binding guarantee that major nuclear fuel producers
(which include certain European countries, Russia, and the United
States) would supply Iran on a commercial basis with fresh reactor fuel
as well as retrieval and storage of spent fuel for all of its nuclear power

needs. The second basket concerns technical and economic cooperation.

Under this basket, the EU would seek to complete a Trade and
Cooperation Agreement (TCA) with Iran that would institutionalize
bilateral ties and put Iran’s trade and co-operation relations with the
European Union on a contractual basis. The third, and perhaps hardest
basket, concerns ways to improve Iran’s security.

DigitalGlobe

For its part, the U.S. administration has remained convinced that

Iran will only give up its nuclear ambitions if it has a clear sense of the
punitive consequences of its actions. As a result, it is skeptical of the EU
efforts; believes that Iran will resume its enrichment; and has remained
aloof from the EU-3’s negotiating process.

The problem with this approach is that U.S. detachment from the
negotiations and its continuing designation of Iran as a principal

threat to global security compound Iran’s own sense of insecurity, and,
without a clear plan on how to improve Iran’s long-term security needs,
the negotiations with the EU-3 will not induce a radical shift in Iran’s
calculus of the benefits and risks of its quest for a nuclear weapons

8 >> TEST OF WILL, TESTS OF EFFICACY

capability. Iran currently has little incentive to move from interim
suspension to permanent prohibition of uranium enrichment. At best
the negotiations might freeze the program in a relatively advanced state
while running the risk that it might be restarted even after the EU has
offered its incentives.

U.S. AND EU CAPABILITIES

Taken separately, U.S. and EU capabilities to influence Iran may indeed
be insufficient to convince the Iranian regime to abandon its nuclear
weapon ambitions. The United States has sought to isolate Iran, not
only by including it in its axis of evil, but also by refusing to reopen any
bilateral contacts, opposing all forms of nuclear cooperation with Iran,
and taking the lead in recommending that Iran be referred immediately
to the UN Security Council. Without broad-based international
support, especially from the EU, these policies have no leverage over
Iran, much as has been the case with the U.S. Iran-Libya Sanctions

Act (ILSA) passed under the Clinton administration in 1996 in
retaliation for Iranian support of international terrorism and continuing
development of a nuclear weapons program.

While ILSA has prevented American investment in the development

of Iranian energy resources, it has done little to prevent European
companies investing in the sector. Threats of sanctions against foreign
companies breaking ILSA and investing in the massive South Pars field
(France’s TotalFinaFlf, Malaysia’s Petronas, and, Russia’s Gazprom)

were waived by President Clinton in the late 1990’s following angry
reactions about ILSA’s extra-territorial reach from allied nations. Recent
investments by European companies include a Shell and Repsol liquified
natural gas (LNG) project for Iran signed in September 2004 that will
involve an investment of $4 billion,* and Total signing a framework deal
to go ahead with the Pars LNG project by 2006.> At the same time,
however, and notwithstanding ILSA, many experts believe that Iran has
probably created more barriers to investment in the energy sector than
have U.S. sanction policies.*

For its part, the EU has preferred to play the “good cop” to America’s
“bad cop.” But its offer to guarantee nuclear fuel supplies in return for
Iran abandoning its enrichment program would leave Iran at the mercy
of the international community’s willingness to meet those supplies. If
one assumes that Iran wants the flexibility to sustain a parallel nuclear
weapons program, then this dependence will be unacceptable, especially
if the United States is not part of the deal and could always pressure
suppliers to cut Iran off at a later date.



“Of all the issues facing the transatlantic relationship, Iran is the most serious. But Brussels

and Washington disagree over how to restrain Tehran’s nuclear ambitions. The Europeans have

championed engagement while the Clinton and Bush administrations have favoured a combination

of unilateral economic sanctions and public criticism of Iran’s regime. On their own, neither

approach has worked.” — Eduardo Serra

The negotiation of an EU trade and cooperation agreement may also be
of limited value to Iran in the near-term given the patterns of bilateral
trade. While the EU may be Iran’s main import and export partner,
trade flows are concentrated in certain specific areas. 80 percent of

the EU’s imports from Iran, for example, are oil products, while Iran’s
imports from the EU are predominantly (approximately 60 percent) in
heavy machinery and transport.” What the Iranians need most urgently
is investment in their energy sector, and it is unclear whether signing the
TCA will make much near-term difference.

Fundamentally, none of the EU’s incentives reach to the heart of Iran’s
concern about its long-term security needs and its fear that, at heart,
the United States is bent on pursuing a policy of regime change in
Tehran. So long as the United States remains a spectator as opposed to
a participant with the EU in its initiatives, the Iranians will hesitate to
reach a durable bargain with the EU-3.

RECOMMENDATIONS FOR JOINT ACTION

A solution to this impasse can only be found if the United States and
Europe radically alter Irans calculations of benefit and risk. By working
together over the coming months, the United States and Europe can
devise a joint framework of incentives and disincentives that confronts
Iran with a stark choice: Iran can become a pariah with nuclear weapons
or a respected, fully integrated member of the international community
without them.

1. European Action

Specifically, even while continuing the negotiations, the EU-3 need

to make explicit to Iran the redlines that will trigger an EU response.
These red lines should include Iran’s failure to implement and maintain
a comprehensive suspension of enrichment activities; IAEA detection of
clandestine nuclear activities or facilities; and failure by Iran to cooperate
with the IAFA as if Iran were a party to the Additional Protocol (i.e.,
denial of access to suspect locations). Second, the EU-3 need to make
explicit the actions that will flow from Iran crossing these redlines,
actions that would not only defer EU incentives, but would also be
punitive. In the near-term, this would include immediate EU backing
for referring Iran to the UN Security Council and their intention not to
use their veto to block sanctions.

But the EU-3 would need to go further to underscore the seriousness
of Iran crossing the redlines. Iran cannot assume that its transition to
becoming a nuclear weapon power would eventually find the same level

of acceptance as has been the case with India and Pakistan, neither of
which were signatories to the NPT. The EU would need to commit
itself to an escalating series of sanctions that would start by excluding
Iran from assistance, trade, and investment by EU and its member sates
indefinitely, irrespective of the economic pain this would cause, and
would rise, ultimately, to EU support and implementation of the sorts
of sanctions imposed in the recent past on apartheid South Africa or
Libya at the height of its support of international terrorism.

The pain for the EU of such an approach would be real, complicating
the EU’s patterns of oil imports and jeopardizing highly profitable future
investment contracts (the Iranian South Pars field has been estimated

to represent approximately 10 percent of the world’s gas reserves).
Immediate EU sanctions would have the greatest impact on Germany,
which, as the EU’s biggest trading partner with Iran, registered €2.5
billion in exports in 2003.

In order not to elicit an immediate negative counter-reaction from
Iran, each of these messages should be delivered confidentially, but no
less emphatically.

2. U.S. Action

For its part, the United States would need to act simultaneously and in
parallel with this shift in European strategy with its own shift toward
an opening of informal and formal bilateral negotiations with Iran,
ideally before Iran’s June elections, on the host of specific issues that

are of mutual concern. These extend from those topics where U.S. and
Iranian interests may ultimately converge, such as the future of Iraq and
Afghanistan, to those that are more contentious, such as the status of
Al Qaeda operatives being held in Iran, to Iranian support of terrorist
groups in the Middle East, to the nuclear question itself.

Engaging Iran in a serious dialogue on these topics, even while joining
Europe on the redlines and responses and sustaining the U.S. critique
of the clerics’ anti-democratic actions, would go some way toward
allaying Iranian fears that the U.S. immediate objective is the overthrow
of the Iranian government or its indefinite isolation and undermining
by the United States. For Iran to change course, the U.S. promise to
support Iran’s eventual international engagement must be as credible as
the Europeans’ threats of punitive actions should Iran continue on its
recent course.

Working together, the United States and the EU could offer the
Iranian government some creative proposals to allay the country’s

INITIATIVE FOR A RENEWED TRANSATLANTIC PARTNERSHIP >> 9



security concerns; including the development of a regional security
arrangement in which the Permanent Five members of the UN Security
Council would commit to come to Iran’s help should it be the victim
of an unprovoked external attack. And, in return for a complete and
verifiable commitment by the Iranians not to continue with uranium
enrichment, the United States could join the EU-3 in developing a UN
Security Council guarantee to provide Iran with the necessary fuel and
to remove the spent fuel.

At the heart of the potential success of such an approach lie two
assumptions. The first is that that Iran will think differently from a
country such as North Korea. Whereas Pyongyang’s elite may prefer
isolation to the regime-threatening dangers of exposure to foreign
influences, Tehran’s pragmatic conservatives appear to recognize that
their hopes for regime legitimacy and survival rest heavily on their
ability to deliver material benefits for their increasingly disenchanted
population, benefits that Iran cannot generate through economic
autarky, but that will depend upon the country’s gradual integration into
the regional and international economy.

3. International Dimension

The second assumption is that the United States and EU can convince
both Russia and China to support the transatlantic approach. Russia
may support this approach, given that it would reap significant
economic benefits as a supplier of enriched fuel for Iran’s nuclear power
plants, should Iran stick to the suspension of its own enrichment
program, although it is questionable how expansive its civilian nuclear
program might be if the potential for using it as a springboard for
nuclear weapons development were removed. Russia has little to gain
and much to fear from a nuclear-armed Iran.

Neither of these assumptions can be taken for granted. China may
prove to be a more complex partner, primarily because of its pressing
need to maximize and diversify its sources of oil and gas imports for
its growing economy. Iran is a critical part of this strategy, accounting
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already for 13 percent of China’s energy imports in 2003, second only
behind Saudi Arabia. And, in October 2004, China’s Sinopec signed a
$70 billion oil investment deal with Iran. Bilateral trade links have also
grown deeper, with Iran seeing China as a potential alternative source
for high technology and military imports. Iran’s value as an energy
supplier is important to Japan and to India also, further complicating
the diplomatic environment for a successful transatlantic approach.

A transatlantic strategy toward Iran would need, therefore, to incorporate
an important diplomatic effort to engage both Russia and China as well
as other significant energy importers in its successful outcome.

CONCLUSION

Transatlantic cooperation toward Iran’s apparent pursuit of a nuclear
weapons capability is critical. If the United States and Europe do not
work together on this strategy along the lines suggested above, Iran is far
more likely to find ways to continue with its clandestine program with
the very negative impacts this would mean for regional and international
security. Just as important, both the EU and the United States need to
adapt their strategies to demonstrate to the other that they are serious
about avoiding this outcome. If Europe does not get tougher, this will
strengthen the suspicion in Washington that, although Europeans say
that a nuclear-armed Iran is unacceptable, they have already concluded
that it is inevitable. However, if the United States does not recalibrate

its strategy, this will confirm the impression in European capitals that its
priority is regime change and punishing Iran rather than the vital near-
term goal of ensuring that the country does not acquire nuclear weapons.
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International Security Program (ISP)
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SECURING UKRAINE’S

DEMOCRATIC FUTURE

The United States, the EU, and its member COMMON PERSPECTIVES

Ukraine stands at a crossroads in its history between independence and

states need to work urgently together and, democracy, on the one hand, and a form of quasi-authoritarianism and

where possible, with Russia to help create external dependence, on the other. Ukraine occupies a strategic position
' in Europe—economically, in terms of the size of its potential market
the conditions and provide the incentives and and as a conduit for trade, and politically, in terms of the influence that

its development will have on regional stability and prosperity.
rewards that will enable Ukraine to consolidate

) . ) ) Both the United Sates and the European Union (EU) agree that the
its recent political gains and achieve a current situation in Ukraine is precarious. The results of the recent
presidential elections reflect the aspirations of the Ukrainian people. If

sustainable path of economic growth. Success those aspirations are not properly and perceptibly realized, there is a real

is not guaranteed, and the need for a new level danger that its vulnerability to internal division and external influence
from Russia will revert Ukraine to a closed-off, introverted state that is
of transatlantic coordination is now critical. incapable of living up to its potential.

There is little difference in U.S. and European perceptions of the
principal domestic challenges that Ukraine faces or in the strategic
importance of supporting its transition to democratic forms of
governance and a market economy. The first challenge concerns the
significant problems that Ukraine has experienced trying to pursue this
dual reform track since it gained its independence in 1991. In the first
few years of transition following independence, the communist party
devolved into a plethora of special interests, and state assets were doled
out usually on the basis of influence and nepotism. These assets are
now held by a few oligarchs, who are fearful that reform will erode their
power and wealth. As such, Ukraine’s economics and politics are deeply
entwined. A transparent political environment will help speed economic
reform and vice-versa, but both will need to overcome the opposition
of the entrenched few who favor the status quo. The civil service is
similarly underdeveloped. With a lack of governmental coordination, a
weak judicial system, and low pay, government lacks transparency and
accountability. As a consequence, corruption and criminality are rife.

The second challenge arises from ethnic and regional divisions in
Ukraine between, on the one hand, a Russian ethnic and a Ukrainian
Russophone population, resident primarily in the southern and eastern
parts of the country bordering Russia, and, on the other, a Ukrainian-
speaking population with clear aspirations to redirect Ukraine toward
Western institutions, principally the EU and NATO. This split was
exposed clearly in the voting for the presidency. However, it is unclear
whether this reflects an explicit division in external allegiances between
the two halves of the country or different approaches to statehood.
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Admittedly, one reason that the Western regions are vocal about

their inclusion in Europe is to offset what they perceive as Russian
dominance. The Eastern regions, however, are vocal about promoting a
Ukraine more allied with Moscow, partly to offset what they perceive as
unwelcome influence from Europe and the United States.

The third challenge
concerns Russia’s
extensive and abiding
interest in Ukraine’s
future. The Russian
leadership and
population tend to
see Ukraine as Russia’s
principal western
province, not as a
fully independent
and sovereign state.
To the extent that Russia is committed to following its own path to
political and economic liberalization, this historical perspective need
not determine Russia’s future relations with Ukraine. However, in
steering away from democratic norms, Russia may itself become a
threat to Ukraine’s independent development as a democratic state.

In the last year, President Vladimir Putin has sought to centralize the
presidency’s political control over the country, reestablish state control
over strategic sectors of the economy, and stifle dissent in the media
and nongovernmental organizations. The external face of this internal
strategy has been to try to reassert Russian influence over the countries

in its immediate “near-abroad,” from the Caucasus to its western border.

Ukraine is a prize piece on this Russian regional chessboard. If the newly
elected government of President Viktor Yushchenko is unable to deliver
economic improvements to the Ukrainian people, Russia’s potential

to influence Ukraine’s development will be enhanced, especially by
mobilizing the Russia-leaning Eastern part of the country. And to the
extent that President Putin can reassert control over Ukraine, he and

his advisers will be strengthened in the belief that they can reconstitute

a zone of neo-imperial political control over the countries around their
periphery, thus insulating them from the need to follow through on
democratic domestic reforms.

European and U.S. interests in Ukraine are also geo-economic, given
Ukraine’s pivotal position as a transit route for the majority of Russia’s
oil and gas exports to Europe. European oil and gas consumption
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is on the rise and, as North Sea reserves diminish, Europe will be
increasingly reliant on imports from Russia and the Caspian region.
Already, OECD countries rely on gas shipments through Ukraine for
30 percent of their needs, and by 2020, up to two-thirds of the EU’s
total energy requirements and 75 percent of its natural gas will need to
be imported.’

Nevertheless, despite these strategic considerations, the United States,
the EU, and its member states have been ambivalent about Ukraine
since the end of the Cold War. On the one hand, they appreciate
Ukraine’s strategic geographic position, the aspirations of its people, and
the linkage between its fate and that of the reform process in Russia. On
the other hand, there has been a genuine hesitation to offer Ukraine a
“Western” perspective for its future as a full member of the West’s two
principal institutions, the EU and NATO.

CURRENT STRATEGIES TO ENGAGE UKRAINE

Since the dissolution of the Soviet Union and Ukraine’s emergence
as an independent state, U.S. and EU efforts to engage Ukraine and
support its transition from communist control have been significant,
but ultimately limited when compared to their approaches to other
former communist states that lay further from Russia’s self-declared
sphere of influence.

The EU has been preoccupied for the past 15 years with balancing
its internal integration agenda and its pledge to enlarge the Union
eastward to European states that were closest to meeting the so-
called Copenhagen criteria of democratic governance—the stability
of institutions guaranteeing democracy, the rule of law, human
rights and respect for and protection of minorities; the existence of
a functioning market economy as well as the capacity to cope with
competitive pressure and market forces within the Union; and the
ability to take on the obligations of membership including adherence
to the aims of political, economic and monetary union. Ukraine’s
slow progress toward market and political reforms and its proximity
to Russia placed it in an informal third rank of countries after the
Central and East European countries and the Balkan countries from
the EU’s perspective.

Nevertheless, Ukraine was the first country from the Moscow-
dominated Commonwealth of Independent States (CIS) to sign
a Partnership and Cooperation Agreement (PCA) with the EU in
1994. In 1999, the EU adopted its four-year “Common Strategy



“Viktor Yushchenko’s victory in the Ukraine has marked a new high point for democratic

liberalization in the former Soviet states. We should not fear its effects on U.S. and

European relations with Russia. By helping Ukraine succeed, we are supporting the forces of

democratic reform in Russia itself.” — Zbigniew BrzezinskKi

between the European Union and Ukraine” designed to set some
overall policy guidelines to coordinate the trade, economic, and
assistance policies of the EU and its member states toward Ukraine.
In 2002, the EU Cooperation Council identified the broad policy
areas that Ukraine would need to address in order to develop a closer
relationship with the EU, including legislative approximation, trade
policy, energy and nuclear safety, transport and infrastructure, and
justice and home affairs.

In March 2003, the EU took an important step in the evolution

of its relations with those neighboring countries that did not yet
have a “membership perspective.” The Commission launched its
European Neighborhood Policy (ENP) as part of its Communication
on a Wider Europe which included Ukraine. The goal of the ENP

is to avoid establishing new dividing lines in Europe by providing
customized incentives (such as gradual integration with EU markets,
increased trade liberalization, and enhanced political dialogue) to
help ENP states implement economic and institutional reforms.

In the case of Ukraine, the bilateral dialogue under the ENP

would also include discussions on issues ranging from terrorism

and nonproliferation to human rights and freedom of the press.
Importantly, the ENP represents the EU’s long-term strategy for
countries that it does not consider will become members of the
Union. Hence, Ukraine found itself in the same category as North
African neighbors of the EU such as Algeria and Morocco.

President Yushchenko’s overt campaign to redirect Ukraine toward
integration into Western institutions, Russia’s resistance to such a
strategy, the arrival of new EU members bordering Ukraine and
committed to Ukraine’s integration into the EU, and the dramatic
events that surrounded the presidential election have all thrown the
EU’s long-term strategy for Ukraine into question. On December

9, 2004, in a demonstration of the EU’s commitment to Ukraine’s
future, the EU Council quickly approved the EU-Ukraine Action
Plan under the Neighborhood Policy, outlining the areas of
cooperation between the two sides for the next three years. However,
the EU’s policy to keep Ukraine tied to the ENP process has become
a matter of intense intra-EU debate.

The United States has also taken a cautious approach toward
Ukraine over the past 15 years, giving primacy after the Cold War
to its relations with Russia on a host of policy questions (from
nonproliferation to arms control, NATO expansion, and WMD
destruction) and not wanting actively to undermine the efforts of

various Russian governments to construct a Commonwealth of
Independent States (CIS) that would evolve into an economic or
even a political and security bloc. Indeed, under both the Clinton
and Bush administrations, Russia was largely viewed as a stabilizing
influence among its undeveloped and quasi-authoritarian neighbors.
However, following the “Rose Revolution” in Georgia and the
“Orange Revolution” in Ukraine during 2004, the depth of public
dissatisfaction with the existing systems became visible.

The United States has preferred to use NATO as a vehicle for
reaching out to Ukraine, as it has to other countries from the former
Soviet Union. NATO-Ukraine relations were launched in 1991,
when Ukraine joined the North Atlantic Cooperation Council (later
renamed the Euroatlantic Partnership Council), after the break-

up of the Soviet Union. In 1994, Ukraine became the first of the
Commonwealth of Independent States to join the Partnership for
Peace (PfP). The formal basis for NATO-Ukraine relations, however,
is the 1997 NATO-Ukraine Charter on a Distinctive Partnership,
which recognizes the importance of an independent, stable and
democratic Ukraine to European stability. The Charter identified
areas for consultation and cooperation and established the NATO-
Ukraine Commission (NUC) to develop specific programs.

Ukraine has not been a passive partner in this process. It has
demonstrated its desire to contribute to Euroatlantic security through
its support for the NATO-led peacekeeping operations in the Balkans
during the 1990s, accession to the Nonproliferation Treaty, settlement
of outstanding disputes with its neighbors concerning borders

and minorities, and ratification of the Open Skies Treaty, which
contributes to transparency and arms control by permitting reciprocal
over-flights of its national territory.

Despite occasional rifts, NATO and Ukraine have continued to
strengthen their relationship. In May 2002, President Leonid
Kuchma announced Ukraine’s goal of eventual NATO membership.
In response, NATO Foreign Ministers agreed to explore ways to
take the NATO-Ukraine relationship to a qualitatively new level.

At the Prague NATO summit of November 2002, Ukrainian and
NATO Foreign Ministers adopted the NATO-Ukraine Action Plan.
The Action Plan is designed to identify Ukraine’s strategic objectives
and priorities for Euroatlantic integration, and to provide a strategic
framework for existing and future NATO-Ukraine cooperation. It
sets out jointly agreed principles and objectives, covering political and
economic cooperation; sharing of information; security, defense,
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“A successful conjoined transatlantic effort to foster prosperity in the Ukraine could reap

immediate rewards in Kiev. However, such an approach must be a prelude to strengthening the

United States’ and the EU’s relations with Russia by ensuring that policies toward Ukraine have

the best possible chance of producing a positive spill-over toward Russia.” — Paavo Lipponen

and military relations; information protection and security; and
legal coordination.

As part of the Action Plan, Target Plans are developed each year
outlining the steps to be taken to work toward the plan’s objectives as
well as joint activities for the following year. During negotiations of
the 2004 Target Plan, the Allies delivered a strong message to Ukraine
about the need to ensure free and fair elections and freedom of the
media. The agreed plan included specific measures to strengthen
democratic and electoral institutions (such as equal access to the
mass media), to strengthen judicial authority and independence, and
to update Ukraine’s foreign and security policy to reflect the goal

of Euroatlantic integration.” On December 8, NATO decided to
postpone the year-end meeting of the NATO-Ukraine Commission
amidst the political turmoil in Ukraine.

Similarly to its relationship with the EU, Ukraine has developed an
Action Plan with NATO, but not a Membership Action Plan (MAP)
that would recognize and formalize concrete steps toward NATO
accession. The new Ukrainian leadership has reiterated its desire to
join the North Atlantic Alliance, and, unlike the Kuchma regime, it
seems committed to meeting the criteria for accession.

U.S. AND EU CAPABILITIES TO SUPPORT UKRAINE

Through NATO and the EU, the U.S. administration, EU
governments, and the European Commission possess powerful
institutional instruments to support Ukraine’s economic and
political reform and, to the extent it wishes, Ukraine’s gradual
integration into Western and other international institutions. At
the same time, bilateral or transatlantic strategies need to take into
account U.S. and EU relations with Russia and Russia’s strategic
relationship with Ukraine. Therein lies the conundrum for U.S.
and European policymakers.

The geographic proximity of the EU means that it is must play the
central role in supporting Ukraine’s new government, especially
following the EU’s May 2004 eastward enlargement which makes
Ukraine a direct neighbor. The EU’s experience and existing programs
to support transition economies and the fact that many of its members
are themselves former transition economies also makes it a partner of
choice for Ukraine.

One of the EU’s greatest assets is access to its Single Market. The
EU—Poland and Germany in particular—has a significant trading
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relationship with Ukraine. Ukrainian exports to the EU increased
from 36 percent of total exports in 1998 to 41.6 percent in 2003.
That economic relationship can be leveraged to promote deeper
reform. In addition, EU foreign assistance programs such as TACIS
(Technical Assistance to the CIS) can support the creation of the
necessary regulatory and institutional capacity to oversee Ukraine’s
economic reform agenda. However, the prospect of EU accession
has served as the EU’s most powerful tool vis 4 vis the former
communist countries of central and eastern Europe. Prior to its most
recent enlargement and the Yushchenko victory, the prospect of EU
membership had not been considered an option for a country such
as Ukraine which has a retarded reform program and is tightly linked
economically to its Russian neighbor.

Ukraine’s economic relationship with Russia is complex. On the one
hand, Ukrainian exports to Russia declined between 1998 and 2003
as a percentage of overall exports from 23 percent to 18 percent,
even though they increased in dollar terms from $2.9 billion in
1998 to $4.3 billion as Ukraine started to register a sustained period
of economic growth.> And imports from Russia decreased from 42
percent to 35.9 percent in roughly the same period.*

On the other hand, a large proportion of foreign direct investment
into Ukraine continues to come from Russia. And, perhaps more
importantly, in April 2004, Ukraine’s parliament ratified the country’s
entry into a Single Economic Area (SEA) with Russia, Belarus, and
Kazakhstan. Drawn up as a regional free trade area, the purpose of the
SEA is to foster cooperation across a range of policy areas, principally
trade and the movement of goods, capital, and labor, but also with a
view to coordination in monetary, tax, and fiscal policy. At the very
least, implementation of the SEA will complicate Ukraine’s ability to
enter into other multilateral economic agreements, whether with the
EU or WTO because it would need to coordinate its terms of entry
with other SEA members. Since his election, President Yushchenko
has underscored that Ukraine’s future in the SEA will be determined
by whether this arrangement actually enhances or hinders Ukraine’s
bid for entry into the EU. The clear implication is that he is willing to
curtail Ukraine’s economic integration eastward in order to accelerate
its economic integration westward.

Finally, one of Russia’s strongest cards to counter EU or U.S. influence
is the fact that roughly 80 percent of Ukrainian oil consumption is
imported—mostly from Russia and lesser amounts from Kazakhstan.’



The United States does not possess the same economic leverage over
Ukraine as does the EU (Ukrainian exports to the United States
account for only some 4 percent of its total). However, U.S. support
for Ukraine’s evolving partnership arrangements with NATO can
serve as a counterweight to the pressure that Russia may try to exert
to draw Ukraine back into its political orbit in the near future. In
this context, it is notable that the 2004 Memorandum of Mutual
Understanding between Ukraine and NATO treats Ukraine as a full
partner of the Alliance, providing NATO forces with prompt access to
Ukraine if both sides deem it necessary, allowing NATO’s airplanes,
helicopters, tanks, and ships transit across Ukrainian territory, and
providing a legal framework for Ukraine’s support of the alliance’s
military and peacekeeping
operations as part of
the PfP program. The
memorandum also
envisions that Ukraine
could provide technical,
informational, medical,
and other kinds of
assistance to NATO’s
military units during
military operations

and exercises.

Finally, apart from these institutional ties, both the EU and the United
States have a strong range of influential nongovernmental and party
political organizations which can engage their Ukrainian counterparts
to discuss ways to assist Ukraine with representative party political
development and consolidating a genuine civil society.

RECOMMENDATIONS FOR JOINT ACTION

The ultimately successful conduct of free and fair presidential
elections in Ukraine should be viewed as a positive chapter in the
transatlantic relationship. Bilateral support by the U.S. government
and many European states helped to train political parties, elections
monitors, media, and other democracy support groups in a
nonpartisan fashion that created a true indigenous capacity not only
to motivate society to demand free and fair elections, but provided
the capability to insure them. The Organization for Security and
Cooperation in Europe (OSCE) played a vital role in providing a
credible and legitimate international presence to deter and detect

election fraud, as did the Parliamentary Assembly of the Council

of Europe. American and European diplomatic commitment and
engagement enabled the international media to report the story, and
to provide moral support and ultimately concrete mediation assistance
to Ukrainian politicians and citizens demanding an honest election.

In other words, all the best traditions of the transatlantic alliance came
together in the case of the successful democratic elections in Ukraine.
Transatlantic and European institutions, commitment to liberal
values, long-term capacity building for democracy and human rights:
these have been the key elements of transatlantic partnership for 60
years. At a time when many doubt the capacity of the transatlantic
community to tackle contemporary global challenges, Ukraine offers
hope and an example for the future.

But another key tradition of the transatlantic partnership has

been commitment to a long-term strategy of integration and
reconciliation, and that tradition must move to the forefront of U.S.
and European policy toward Ukraine. There is no simple formula

for integration: different European countries have chosen a different
mix of international institutions and have combined integration with
preserving historic traditions and societal differences as they work
toward cooperation and harmonization. The same successful approach
should be adopted by the United States and Europe in outlining a
future strategy to support Ukrainian integration. The first principle
must be that the Ukrainian people themselves must decide how and to
what degree they wish to integrate. The second is that the transatlantic
community must be ready to work with the Ukrainian government to
implement integration where the country has made the commitment
and has demonstrated its capacity.

1. Economic Integration

In the short term, this means eliminating barriers to Ukrainian trade
that are already irrelevant, like the Jackson-Vanick amendment. On
January 24, 2005, Senators Carl Levin and Richard Lugar introduced
legislation to grant normal trade relations to Ukraine. They rightly
contended that the Cold War-era trade restrictions that deny “most
favored nation” trade status to imports from former Soviet bloc
countries are no longer applicable to Ukraine. Such proactive steps
can make a near-term difference, and should include the decision to
offer Ukraine the status of a market economy.

It also means expeditiously moving to negotiations on Ukraine’s

membership in the WTO, as President Yushchenko has pledged to
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meet WTO membership requirements by November 2005. WTO
membership would create a reciprocally more transparent market
environment for Ukrainian and WTO member companies to operate
in each other’s economies, spurring much-needed reform in Ukraine
in particular.

In this vein, Ukraine should be encouraged to become a signatory to
the Energy Charter Treaty, to help provide more transparency to the
country’s energy markets. This must be a priority at a time when the
interlinkages between Russian and Ukrainian companies and between
Russian companies and the Ukrainian political process are shrouded
in a veil of secrecy that could undermine broader foreign direct
investment in the country.

2. The Role of NATO

In the longer term, Ukrainian membership in both NATO and

the EU has to be on the agenda. There are no guarantees or short
cuts, and Ukraine must be held to the standard requirements for
membership. Bug, if the Ukrainian people prove themselves ready
to meet those requirements, the transatlantic community must be
ready to live up to its traditions in full measure. According to the
new Ukrainian Foreign Minister Boris Tarasyuk, Ukraine’s
participation in the system of collective security within NATO is
preferable to constantly swaying between two military groups—the

Tashkent treaty and NATO.

3. An EU Membership Perspective

The question of EU membership for Ukraine has been thrust most
immediately onto the agenda by Viktor Yushchenko’s electoral victory.
The Ukrainian president applied pressure on the EU at the World
Economic Forum in Switzerland in late January by asserting that it
was essential that Ukraine commence entry negotiations by 2007. The
European Parliament has already taken a nonbinding vote in favor of
its eventual accession, and the Commission has found itself having to
defend Ukraine’s inclusion in the END, despite its efforts to give its
ENP Action Plan a fast-track treatment.

The fact is that the EU’s decision to open membership negotiations
with Turkey, a country that few Europeans view as “European,”
whether they are in favor or against its membership of the EU,
makes a policy of permanent exclusion for Ukraine untenable. To
the extent that the Ukraine and the EU can make real progress on
the neighborhood Action Plan, Ukraine will be preparing itself to
be eligible for eventual EU membership at a later date, and reducing
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its potential entry negotiating period. Most important for the EU is
to find ways to open its markets further to Ukrainian exports, while
using its political leverage and assistance programs to encourage
genuine economic and institutional reform within Ukraine.

4. Engaging Russia

The United States and Europe have another, equally important,
strategic task of integration and reconciliation as part of a coordinated
Ukraine policy, and that is engaging Russia as far as possible in the
process. Russia and Ukraine have already begun to develop a more
constructive relationship after the tensions of the election crisis in
November and December 2004. Ukraine’s global and European
integration, in whatever form or time-period it ultimately takes,
cannot be achieved at the expense of its strong economic, political,
social, and cultural ties with Russia. At the same time, Ukraine’s
relations with Russia cannot be developed at the expense of Ukraine’s
possible integration into the EU and NATO. Ukraine and Russia will
remain major trading partners, and some sectors of their economy
will remain highly integrated. Geography and history makes them
neighbors and their security concerns are also closely linked. The
United States, the EU, and its member states have every interest in
making Ukraine’s global and European integration a positive sum
matter for both Ukraine and Russia.

Each country’s entry into

the WTO, for example,

will be achieved more

easily if both are handled as
mutually reinforcing rather
than competitively. The
development of Ukraine’s
partnership with NATO in the
coming years will come at a
time when the Russia-NATO
relationship has been making
concrete progress in practical
areas of security cooperation
ranging from counterterrorism
to joint programs for search and rescue operations. U.S. and

European policy makers should resist viewing Ukraine’s increasing
Western integration as a means for containing or balancing Russia—a
position that is sometimes expressed in the West and is often raised

by officials in Moscow. The Ukrainian people have made it clear that



their country will be democratic, independent, and sovereign. They
have also made it clear that they want good relations with Russia,
based upon equality and mutual respect and not on subservience and
domination. A truly comprehensive transatlantic strategy should view
the goal of Ukraine’s Western integration as complementary to the
goal of engaging and integrating Russia into global and European
economic, political, and security partnerships.

CONCLUSION

Consolidating Ukraine’s future as a democratic, market-oriented country
must be a strategic priority for the transatlantic partnership. This
approach is not only important for the well-being of Ukraine’s citizens
who have so courageously chosen the path of democracy, but also to

give a clear sense of strategic perspective to Russia’s leaders that they
should support and participate in this dynamic process of economic,
political, and institutional reform and international integration. Given
the inherent weaknesses in Ukraine’s political system and economy,

this will require a concerted and concentrated effort on the part of the
transatlantic community throughout 2005 and beyond.
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COMMON TRANSATLANTIC APPROACHES

TO FIGHT INTERNATIONAL TERRORISM

The sudden appearance of international terrorism
as one of the central threats to U.S. and European
security has changed the strategic landscape not
only for the governments and peoples of America
and Europe, but also for their Atlantic Alliance.
Despite the devastating attacks of September 11,
2001 and subsequent attacks around the world,
building a coherent, long-term transatlantic
approach to confronting the new threat in its
international dimensions is still in its infancy.
The start of the new Bush administration offers
an opportunity for both sides to reflect on what is
working well and to consider what should be new

priorities for transatlantic cooperation.
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COMMON PERSPECTIVES

Both the U.S. National Security Strategy of 2002 and European
Security Strategy of 2003 confirm the perspective that, while other
security threats persist around the world, international terrorism
presents the most imminent and serious threat to U.S. and European
security and prosperity.

In particular, both documents emphasize the existential nature of the
threat, given the apparent determination of Al Qaeda and its offshoots

to acquire weapons of mass destruction so as to inflict the maximum
damage and political impact possible on the West. The acceleration of
globalization in recent decades and the profound interdependence of
Western nations means that the consequence, in particular a nuclear or
biological attack, would be profound, widespread and lasting, threatening
the economic, social and political bonds of the Atantic Community.

Even if European societies are less consumed by the perceived imminence
of the threat, it is arguable that the emergence of radical Islamist

terrorist groups has started to build for the first time since the end of

the Cold War a shared sense of threat among both U.S. and European
governments and publics (the German Marshall Fund’s Transatlantic
Trends 2004 poll showed that 76 percent of U.S. respondents and 71
percent of European respondents placed international terrorism at the
top of their list of security threats, both by a margin of 20 percent greater
than the next perceived threat). The reason for U.S. concern is clear,
given the cataclysmic effect of the September 11, 2001, attacks. The
March 11 bombings in Madrid also demonstrated the very real threat
posed by radical Islamists to the European homeland.

Europeans have well-formed reasons to fear international terrorism.
First, neither governments nor the population at large are under any
illusion that the threat is limited to the United States or to countries
that have supported the United States in Iraq. Most EU members have
supported and/or participated in the U.S.-led war against the Taliban
and Al Qaeda in Afghanistan. European nations have also provoked
the ire of Islamist extremist groups: examples include the French
government’s decision to ban wearing of the veil in public schools

and Holland’s permissive media, which provided the backdrop to the
murder in November 2004 of TV producer Theo van Gogh. The fact
that Spain’s new socialist government uncovered a plot in December
2004 to blow up Madrid’s National Court, even after the government
had withdrawn Spanish troops from Iraq, underscores the continuity of
the threat to European countries in general.



Second, Europeans are well aware that their geographic proximity to the
Middle East and porous internal and external borders make potential
attacks against them relatively easy to plan and execute.

Third, European nations have large domestic Muslim populations
within which extremist cells, such as those uncovered over the past
three years in Hamburg, London, Madrid, Amsterdam, and Paris, can
hide. Although national intelligence and law enforcement agencies
have effectively penetrated national terrorist groups such as ETA and
the IRA, the activities of loosely knit Islamist extremist groups pose
new and unfamiliar challenges. Fourth, European law enforcement
agencies face many of the same internal coordination problems that
have bedeviled U.S. efforts to deal with the terrorist threat. They also
have the disadvantage of having to coordinate their work across national
borders and laws.

European and U.S. policymakers understand that, following the military
defeat of the Taliban in Afghanistan, the terrorist threat has metastasized
from a network of groups linked to Al Qaeda’s leadership to today’s
apparently unconnected, self-motivated, and self-sufficient groups that
lack the past level of operational interconnections, even if there does

still appear to be some consistency in their strategy. Confronting it will
require flexible and imaginative new strategies.

STRATEGIES TO CONFRONT THE THREAT

Despite a shared awareness of the threat from international terrorism,
the U.S. administration and many European governments continue
to favor different strategies to respond to the threat in the near term.
This is a result of different national capabilities (in terms of financial
resources, intelligence assets, and military forces) as well as differences
in geography, in national experiences of terrorism and fighting it, in
commitment to the role of international organizations, and in the
diplomatic style of governments on each side of the Atlantic.

Importantly, by international and historical standards, the terrorist
attacks of September 11, 2001, were exceptional in the scale of their
effects. They were also exceptional in that, to this date, no second attack
has taken place on U.S. soil. The consequence of the first of these factors
has been the determination of the Bush administration to take every
possible step to prevent the reoccurrence of such an attack. The fact

that the attackers all came from outside the United States has focused
the administration’s attention largely on defeating an external enemy,
even if there is a constant awareness and focus on the potential threat
from within. Indeed, the Bush administration has emphasized that its

actions in Iraq
involve fighting
terrorists abroad
so that the
United States
will not have to
confront them
at home.

Moreover, the
scale of the
attack and the
accompanying
rhetoric of Osama bin Laden and his henchmen have led the U.S.
administration to conclude that it is engaged in a full-out war against
international terrorists—a war that pits the U.S. way of life and its basis
on individual freedoms against a tyrannical and totalitarian opposing
philosophy. Notwithstanding its likely long duration, the administration
has affirmed that this war must be won at all costs.

In this context, the United States will not only employ defensive
measures, but will try to win the war as far from its borders as possible,
much as it did during the Cold War when the frontlines against the
communist threat were drawn across the globe from West Germany,
through Afghanistan, Vietnam, South Korea, and on to Latin

America. Offensive actions are as important as defensive actions in a
comprehensive strategy whose ultimate goal is the total defeat of the
enemy. International law, whether over the treatment of noncombatants
or over interpretations of what constitutes a defensive action, must help
and not hinder the overall objective of achieving victory and defeating
the enemy. The administration buttresses its argument by pointing to
the fact that there has not yet been a second major attack on U.S. soil.

Most European policymakers, while recognizing the potentially
devastating impact of future terrorist attacks, still see the new
international terrorism as bearing similarities to past nationalist or
anarchist movements. They point to the fact that many of the terrorists
were and are either based in Europe or in neighboring countries of the
Northern and Eastern Mediterranean, meaning that they are integrated
into domestic populations or the populations of former colonies. Their
experience with such groups leads European policymakers to conclude
that they are not engaged in a war, but rather in a long-term struggle
for legitimacy; a struggle in which there are no winners and losers,

just slow and painful progress toward legitimate governments that
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“The struggle against international terrorism will continue to be a core task for the United

States and the European Union and we need to increase our cooperation without any

reservation. At the same time, in order to gain a lasting success, we have to deal together

with the roots of Islamist extremism.” — Jacques Lanxade

do not foster terrorists. In this context, police, intelligence, and other
enforcement measures against the terrorists are an integral part of the
long-term struggle to manage, contain, and defeat those who choose
violence. Equal near-term priority must be given, however, to tackling
the underlying political and social drivers of this new terrorism. Success
is possible ultimately only through political means. Military options to
try to eliminate the terrorist threat, in many Europeans’ minds, are often
counterproductive and almost always insufficient.

European leaders believe that, in this sort of struggle, the rhetoric

of good versus evil does not capture the essence of a conflict that
contains only different shades of gray, in which everyone believes in
the correctness of their motives. It fears that the moral absoluteness of
U.S. strategies to defeat international terrorism will make it harder to
disaggregate terrorist enemies from insurgents and nationalists.

Whereas the war against Al Qaeda and the Taliban in Afghanistan
reflected a shared sense of the new threat, the falling out between
many European governments (and many more politicians and
political parties) and the United States over Iraq reflected these
transatlantic differences over near-term strategic approaches. The
failure to find weapons of mass destruction there and the coalition
forces’ inability to foresee or defeat the violent insurgency that
emerged has created a sense of strategic separation between U.S.
and European leaders over their common challenge of confronting
international terrorism.

In fact, Europeans now feel less safe than they did prior to the Iraq

war and blame U.S. belligerence for stirring up Islamic radicalism

and motivating new recruits to the terrorist cause.' For their part,

U.S. leaders resent the unwillingness of key European governments

to contribute materially to what is the front-line of military action
against some of the most hardened international terrorists. They are also
frustrated by the grudging political and financial support of those same
European governments to a struggle in Iraq that, if successful in terms of
implanting a sustainable democratic government, could spark structural
political change in the Middle East and undermine the legitimacy of
radical Islamist groups.

The operative question is whether these differences in overall strategic
approach and the specific dispute over the decision to go to war in Iraq
have fatally compromised prospects for transatlantic cooperation in the
fight against international terrorism. Fortunately, that has not been the
case. Transatlantic cooperation against the new terrorist threats is not
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only working but in many areas is working well. Much remains to be
done, but there is no doubt that both sides of the Atlantic have made a
constructive start.

BRINGING TOGETHER U.S. AND EUROPEAN CAPABILITIES

Confronting the threat of international terrorism requires the
simultaneous execution of strategies at multiple levels—domestic,
bilateral, multilateral, and international. The United States, the
European Union, and its member states have all engaged or launched
strategies at each of these levels over the past three years, with varying
degrees of success.

At the domestic level, the United States has undertaken the ambitious
structural step of combining the majority of its agencies engaged in
domestic security into a new Department of Homeland Security and
launching a reorganization of its intelligence agencies around a new
Director for National Intelligence. It has also passed the Patriot Act
to better enable U.S. law enforcement and intelligence agencies to
coordinate their operations against suspected terrorists.

For their part, the members of the EU have set in motion a

number of efforts to coordinate and integrate better their separate
counterterrorism capabilities. These include creating a new EU head of
counterterrorism, agreeing upon a single EU Arrest Warrant, creating a
common prosecutorial office (“Eurojust”), attempting to align criminal
law for terrorism across all EU-25 member states, and approving
shortly after the Madrid attack a “Declaration on Solidarity Against
Terrorism” that calls upon each EU member state “to mobilize all of the
instruments at their disposal, including military resources” to prevent a
terrorist threat against another and to protect and assist it in the event
of such an attack.

The United States and EU countries have scored a number of successes,
often working in cooperation to share information and intelligence,
and have uncovered individuals or groups with linkages to international
terrorist organizations. This has led to a number of arrests in Germany,
France, Italy, Spain, and the United Kingdom.

At the bilateral level, the United States and the EU took the significant
step of signing in June 2003 a U.S.-EU Extradition and Mutual Legal
Assistance Agreement in order to expand transatlantic law enforcement
and judicial cooperation. U.S. and EU officials have also been active in
the area of border protection, establishing a Policy Dialogue on Border
and Transport Security (PDBTS), coming to agreement both on the



sharing of Passenger Name Records and opening 20 European ports to
U.S customs officers as part of the U.S. Container Security Initiative.

At a multilateral level, the United States and EU countries have
partnered closely over the past few years to strengthen international
norms and structures for the fight against international terrorism. This
has included joint initiatives between the U.S. government and its
European allies to pass Resolution 1373 at the UN to combat terrorism
and to create the UN Counter-Terrorism Committee; an expansion

of the Paris based Financial Action Task Force to launch a regional
Middle East-North Africa terror financing watchdog; and close U.S.-
EU collaboration in the International Civil Aviation Authority and

the International Maritime Organization, including establishment of
the International Ship and Port Facility Code that went into effect in
July 2004. Through the G-8, the United States and European G-8
members have helped set up the G-8 Counterterrorism Action Group
and spearheaded efforts through the G-8 process to create guidelines

to improve travel document security (including biometrics) and to set
other standards and practices that can later be exported to other nations.

The United States and EU nations have also used the G-8 to launch

a major effort, entitled “Global Partnership Against the Spread of
Weapons of Mass Destruction” to try to control the unauthorized
transfer of nuclear materials, especially from the countries of the

former Soviet Union (for further information see the chapter in this
report, “Controlling WMD proliferation: strengthening the Global
Partnership”). The U.S. focus on reducing Russian stockpiles of strategic

nuclear weapons and other WMDs is now slowly being complemented
by European funds and initiatives to control nuclear materials at a
more tactical level, including dismantling Russian nuclear powered
submarines, disposing of fissile materi